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Our Flight from Fiscal Responsibility 


By Herbert J. Miller 


Executive Director, Tax Foundation, Inc. 


Wie is responsible government? How is responsible government achieved? Are we achiev- 
ing responsible government? These questions are symptomatic of a growing public con- 
cern over the course our government is taking. In the important fiscal area, there are at least 


three conditions or trends which generate 
those questions. 


The first is that expenditures, taxes and debts have 
reached unprecedented levels. The total of all govern- 
ment expenditures will probably be some $20 billion 
higher this year than any time in our history. Total 
taxes will take an even larger share of our net national 
product than at the height of World War II or the 
Korean War. Government debt exceeds any previous 





billion dollars, even if Congress accepts the Presi- 
dent’s recommended 1960 budget without increases 
over his recommendations.” 


The second is that in spite of these unprecedented 
levels, the cry from government, Federal, state and 
local, is for increased expenditures, taxes and debt. 
Government is showing tapeworm tendencies, the 
more it gets the more it wants. Proposals now in Con- 
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level by a significant amount, 
while increases are on the way 
as the result of present levels 
of expenditures and taxes. 


Built-in increases in exist- 
ing government expenditure 
programs are putting a sub- 
stantial mortgage on any in- 
creased revenue from a 
growth economy, and dim- 
ming hopes for tax reduc- 
tions. The Director of the Bu- 
reau of the Budget stated 
recently: “There is enough 
built-in momentum in laws al- 
ready enacted and programs 
budgeted to raise total ex- 
penditures in 1961 by 2 or 3 





This Issue In Brief 


The broad mandate to make responsive 
government responsible government “is 
the cornerstone of our control of govern- 
ment,” says Mr, Miller in this Review. 


But there is serious question today how 
successfully this basic mandate is being in- 
voked. Unprecedented tax, spending and 
debt levels point the finger at a serious 
lack of fiscal discipline, particularly at the 
Federal level. 


Four Congressional budget procedures, 
he says, contribute “significantly” to the 
failure to make “responsive government 
responsible government”: (1) a “piece- 
meal” appropriation process; (2) methods 
developed to avoid even this process; (3) 
Congress’ failure to set annual expendi- 
ture limits, and (4) lack of Congressional 
procedure for assuring an over-all fiscal 
policy involving spending, taxes and debt. 


gress would add billions to our 
increasing expenditure, tax 
and debt levels, even though 
we may run a deficit this year 
which practically equals our 
highest annual deficit in 
World War I. The Secretary 
of the Treasury commented 
recently that “our debt (Fed- 
eral) is as large as the debts of 
all individual borrowers in the 
country put together, plus the 
debts of all of our state and 
local governments.” 


In addition, state and local 
expenditures are still rising 
rapidly, having grown from 
$40.4 billion in 1957 to an es- 
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timated $47 billion this year. State taxes are showing a 
corresponding increase. State and local government 
debt rose from $22.7 billion in 1950 to $50.5 billion 
in 1957 and to $54.6 billion in 1958. Tax Foundation’s 
review of 28 states alone shows 11 of them plan 
long-term borrowing of about $1.7 billion this year. 


The third condition is evidenced by serious govern- 
ment financial problems. The clouds may be no big- 
ger than a man’s hand in some spots but are large and 
Ominous in others, while reaching storm proportions 
in a few. 


Some state governments are temporizing with the 
problem by seeking to increase revenue through tem- 
porary one-shot “windfalls,” such as moving tax pay- 
ments ahead, tapping trust funds, doubling up tax 
payments by withholding, or finding ways to increase 
debt by avoiding normal restrictions. Attempts are in- 
creasing to avoid fiscal restraints in the Federal gov- 
ernment by accounting techniques. Proposals for 
more spending are coupled with ways to avoid imme- 
diate tax impacts. The problem of debt management 
at Federal and state levels is becoming more difficult 
and serious. 


Mandate Is Basic 


Are these fiscal conditions and trends the result of 
responsible government? One way to explore the an- 
swer is to find if the broad mandate to make respon- 
sive government responsible government is being suc- 
cessfully invoked. This mandate is as basic as the 
Constitution itself. The struggle to translate it into the 
Constitution caused some of our country’s most diffi- 
cult birth pains. 


Responsive is defined as “responding readily to in- 
fluences, appeals, and efforts.” Responsible is defined 
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as “having a capacity for moral decisions and there- 
fore accountable; able to discharge obligations or pay 
debt; trustworthy, financially or otherwise; capable of 
being deterred by considerations of consequences.” 


This mandate is the cornerstone of our control of 
government. It was forged from the experience of his- 
tory and an understanding of human nature. While it 
accepts as government’s first responsibility the tran- 
scendent national interest, it recognizes the need of 
applying restraint to group, sectional, local and indi- 
vidual pressures for action which might impede the 
social and economic unity required by such respon- 
sibility. This mandate does not deny the need of ad- 
justing the interpretation of this national interest to 
changing conditions. 


New Philosophy Generated 


However, responsive government must recognize 
that it has limitations and necessary restraints im- 
posed upon it, if it is to be responsible government. In 
the fiscal area, it should recognize that desires or 
demonstrable needs for government expenditures are 
unlimited but the resources, effectively and prudently 
available to satisfy such desires, are limited. This re- 
quires a fiscal discipline which is obtained by relating 
the benefits from desired government expenditures to 
the payments from whatever source. In so doing, all 
proposed government expenditures must be “weighed, 
judged and selected” in the light of the cost in re- 
sources consumed. 


Pressures for government expenditures should 
not be considered in a vacuum, but in relation to their 
cost in resources. Similarly, the availability of re- 
sources to finance government should be related to 
the needs and benefits incident to government expend- 
itures. This has been our time-honored way of cre- 
ating the necessary financial discipline among our 
people and among our officials to contain the satisfac- 
tion of unlimited desires within always limited re- 
sources. 


The evidence is clear that since World War I, it has 
been increasingly difficult to translate government ex- 
penditures into direct personalized tax costs. Before 
1920, the most important areas of government in this 
country were local. There the needs for schools, wei- 
fare, parks, streets, protection, etc., could be weighed 
in relation to tax burdens. A fiscal adjustment of ex- 
penditures, taxes and debt resulted. For good or ill 
there was a balance between responsive and respon- 
sible government. There was opportunity for citizen 
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participation, both as a beneficiary of the expenditure 
and as a taxpayer. 


But this method was found too restraining to many. 
Some wanted more expenditures and were willing to 
pay more taxes. Some wanted more expenditures to 
be financed by expanding the tax base. Some wanted 
expansion of the tax base, but wanted their own taxes 
lowered. The justification for these pressures is not 
in question here. The pertinent fact is that some who 
wanted bigger and more government expenditures de- 
vised the argument that this could be accomplished 
by someone else paying the bill. It was often argued 
that the other fellow had more ability to pay or was 
evading a proper share of the tax burden. This argu- 
ment generated a philosophy that encouraged more 
government benefits for you which someone else could 
pay for. 


Again, the merits of the spending and tax innova- 
tions which followed are not in question. The point 
is that this argument began a weakening of our cus- 
tomary method of making responsive government re- 
sponsible. The type of taxes which this philosophy 
generated were usually of the kind which could best 
be levied at the state level. This made it more difficult 
to invoke the fiscal discipline of relating one’s desire 
for expenditures to a direct tax burden. 


Easy Path May Be Lure 


The most significant breakdown in our method of 
making responsive government responsible is at the 
Federal level. Again, we are not concerned for the 
moment about justification of the cause, but the result. 
The primary cause was the depression of the 1930's 
followed by World War II. During the 1930’s cen- 
tralized government was given an impetus by a shift 
of some of the financial burden of state and local 
government to the Federal government. It was a simple 
matter to do this by an increase in the Federal debt. 
This was simple because the Federal Constitution 
put no restrictions on incurring Federal debt, while 
most state constitutions and local charters contained 
various restraints. While, originally, this shift was 
supposed to be temporary to meet “emergency” con- 
ditions, it was too useful to be discarded by those 
wishing more centralized government. 


In fact, the argument used so frequently by advo- 
cates of more Federal government spending, namely, 
that the Federal government has superior means of 
tapping tax sources, may not disclose the basic reason 
behind the pressures. It may be that the easy path of 


expenditure approval without relation to tax costs, 
with debt picking up the check if necessary, is the 
more dominant lure. 


As a result, contrary to our historical precedent, 
the end of World War II did not mark the beginning 
of government debt reduction. Instead, it. brought fur- 
ther erosion of the fiscal discipline achieved by relat- 
ing expenditure benefits to cost and tax burdens. One 
result was inflation, which has always been tempting 
as a political means to accede to pressures for gov- 
ernment spending and sweep the consequent economic 
effects under the rug. 


Procedures Deficient 


This brings us to why the support of a balanced 
budget is so important. It is not a fantasy in arithmetic 
concocted by some modern Scrooge to deny there is 
a Santa Claus. The Executive budget is the only pre- 
sentation of expenditure, tax and debt programs fitted 
into an adjusted overall fiscal policy and pattern. It 
is a method of fiscal discipline which requires that the 
details of government spending be weighed, judged 
and rated, each to the other, in terms of necessity and 
importance; and the total in terms of paying the cost. 


Unfortunately, Congressional procedures for au- 
thorizing expenditures are so deficient that the Execu- 
tive budget is the one opportunity for citizens and 
officials to relate total proposed government spending 
to revenue. It provides a chance to support the fiscal 
principle that government debt should not be in- 
creased, and that expenditures and taxes should be 
adjusted to achieve this result. 


There are four Congressional budget procedures 
which contribute significantly to the failure to make 
responsive government responsible government. 


First, the appropriations process is a piecemeal 
affair in which details of expenditures are approved 
after the case has been made by those benefiting from 
the spending. It does not provide for cross-examina- 
tion from the standpoint of cost. Nor does it give 
opportunity to weigh each proposed expenditure 
against others so that the more necessary can be 
contained in an over-all total deemed prudent in rela- 
tion to the needs and the resources available. 


Second, methods have been developed of avoiding 
even this piecemeal consideration of appropriations 
by authorizing expenditures in other ways, such as 
out of debt receipts. This is why Congress can show 
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a reduction in the Executive budget’s proposed ap- 
propriations, and still authorize substantially more 
expenditures. 


Third, Congress does not set annual expenditure 
limits on various areas of spending. Thus the total is 
not controlled, or even officially estimated, until Con- 
gress has adjourned and the Bureau of the Budget 
publishes its so-called “August” review. 


Fourth, there is no Congressional procedure for 
relating authorized or annually controlled expendi- 
tures to estimated revenue, or for assuring an over-all 
fiscal policy involving spending, taxes and debt. 


These deficiencies help create a fertile field for 
planting more and more expenditure desires without 
invoking the weeding process which fiscal discipline 
requires if responsible government is to be achieved. 
The result is government responsive to the spenders, 
but not to those who pay the bill. A member of Con- 
gress can support any proposed additional expenditure 
he wishes and still maintain he favors a balanced 
budget by reducing some other expenditures. The 
irony is that his support of more spending is direct and 
sure, but his responsibility to support the compen- 
sating reductions in other areas will probably never 
be discharged because it may never confront him. 


Means Citizens and Officials 
Must Face Fiscal Responsibilities 


This procedural imbalance favoring pressure-group 
spending nurtures fiscal legerdemain. It helps explain 
why in spite of all the ostensible dedication to the 
policy of deficit finance during recessions and retire- 
ment of debt during prosperous times, there is an 
almost constant increase of debt, along with expendi- 
tures and taxes. It explains the oft-repeated justifica- 
tion for more spending, namely, that someone is get- 
ting something, why not others. Foreign aid justifies 
more domestic aid. One group subsidy justifies others. 
But the fact that one expenditure reduces the resources 
prudently available for others is forgotten. Because 
John got a car may raise the family questions of why 
Mary should not then rate a mink coat, but the fiscal 
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decision must be adjusted to the family resources 
available. 


These criticisms and more have been voiced by the 
Executive Branch and by many members of Congress 
from both sides of the aisle.t The committee which 
presented the Legislative Reorganization Act proposed 
some remedies which have since been discarded as 
unworkable, but the desire to make them workable 
was more honored in the breach. Many proposals with 
bipartisan support have been aimed at some or all 
of these deficiencies in Congressional budget pro- 
cedures. Meanwhile, contrary efforts continue to ex- 
pand the deficiencies rather than correct them. 


Reform of Congressional budget procedures would 
not automatically reduce spending, tax or debt levels. 
It would mean that officials and citizens must face 
the fiscal responsibilities in determining spending, tax 
and debt policies. It would have meant that in the 
1958 session of Congress, when authorized expendi- 
tures exceeded estimated revenue by $13 billion, the 
Congress would have had to either accept the respon- 
sibility for incurring $13 billion more of debt, or re- 
duce expenditures or increase taxes. This would have 
given an opportunity to people to discuss and appraise 
the basic fiscal issues, as demonstrated in the current 
attention to the clear issues in the 1960 Executive 
budget. 


This brief review of our time-tested fiscal method 
of achieving a balance between responsive and re- 
sponsible government merely outlines the problem. 
Wars have little respect for fiscal procedures or the 
normal ways of life. The growing complexity of life 
generates changing needs in government’s fiscal op- 
erations. Nevertheless, we need to explore the prac- 
tical things that can be done to improve the methods 
by which responsible government can be achieved. 


We used to talk about tax consciousness with the 
belief it controlled spending consciousness. We need 
Federal government budget procedures which again 
make tax and spending consciousness simultaneous. 
Then responsive government will be tempered by re- 
sponsibility and responsible government by respon- 
siveness in all our fiscal decisions. 


1 See Tax Review December 1952 and July 1954. 














